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SELLING REAL ESTATE IN TODAY'S MARKET 


EAL estate activity reached the highest point ever attained in the United States 
R: the spring of 1946. No one could expect it to continue at that level indefi- 
nitely. Although it has been declining for three years, it is still 18% above 
our long-term computed normal, Out of the last 154 years, real estate activity has 
been at a higher rate than it is at present in only 35 years, and has been at a lower 
rate in 119 years, In other words, in more than three-fourths of the entire history 
of the United States, real estate activity has been lower than it is today. The dif- 
ficulty, therefore, which many real estate operators are experiencing in the broker- 
age field is not so much the small amount of real estate activity as it is that their 
organizations have been set up to handle a demand which was phenomenal in quantity 
and which, because of the shortage, was often not critical as to quality. 


During much of this boom period, improved real estate, which is more or less 
of a high-price luxury item, was not in competition with many other luxury prod- 
ucts due to the fact that these products were temporarily off the market, It was 
not a question as to whether the family income would be spent on home ownership, 
an automobile, a washing machine, or a television set, The automobile and electri- 
cal appliances were not available, and a place to live, in the great percentage of 
cases, could be secured only through purchase, Real estate now, however, is back 
in competition with all other types of luxury products, Time payment terms for 
competing items have been eased by the Federal Reserve, and dwellings for rent 
are becoming slightly more plentiful, Only through intelligently directed sales ef- 
fort will a satisfactory volume of brokerage business be done during the next few 
years, The marginal salesman who made a good living for himself and a profit 
for his boss during the “easy money” days will now become a liability in a large 


percentage of cases, using up drawing accounts and advertising allowances without 
producing sales, 


Many of our subscribers have written in to us during the past few months, ask- 
ing what practical suggestions we could make as to how our reports could be used 
to help offset this sales slack-off. After discussing the matter with some of our 
subscribers we believe that the fundamental problem at the present time is the 
securing of listings at a justifiable price. Any article, regardless of what it is, 
will sell in any market if priced at the right level for that market, 


The brokerage office that is willing to add a listing regardless of the price tag 
which must be put on the property is very apt to lose money in this kind of market, 
During the time when listings were extremely difficult to find and when a listing 
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was practically a sale, this practice was profitable. Many newcomers in the real 
estate field have, I believe, developed the feeling that successful operation is de- 
pendent on a large inventory of merchandise on the shelf, regardless of the price 
tags which this merchandise bears, This type of real estate operator will accept 
a listing at any price suggested by the seller, whether reasonable or not, feeling 
that there may be someone who will take it at this price or, if not, who will at least 
make an offer, 


It has been our experience that successful operations in the present type of 
market will depend on the Realtor’s stocking his shelves with merchandise tagged 
with realistic prices. A good policy to follow at this time in checking the real 
value of a property is to figure its reproduction cost less depreciation. By repro- 
duction cost we mean the cost for which the property could be built at this time by 
the most efficient builder obtainable. This replacement cost will be slightly less 
than it was a few months ago, as materials have started to drop, labor is becoming 
more efficient and management is willing to work for a smaller profit. During the 
past few years many inefficient builders were able to operate because of the lack 
of competition in the market, Firm bids, when given, were generally high, as most 
builders were operating at capacity and it was a matter of indifference to them as 
to whether any additional business was secured, Only business was accepted that 
would pay a high profit. I think that real estate brokers who make a determined 
effort to secure listings only on a reasonable basis should be able to continue oper- 
ating at a profit. Listings must be secured, but all emphasis should be placed on 
getting them ata realistic price. It is here that I think our reports can be of the 
greatest help. 


One of the reasons why we include as much data as we do on construction costs 
for our various standard buildings is to enable our subscribers to be constantly 
in touch with what are reasonable costs. Many of the executives of organizations 
that we have talked with find it helpful to show each of the seller-prospects our 
information on construction costs and the real estate cycle. These brokers are 
doing a selling job in presenting to the prospective lister the downward trend in 
real estate activity which has now continued for three years, To use impartial 
studies such as ours, prepared by research men with no direct real estate inter- 
ests, increased the weight of the argument, 


If I were in the brokerage business and were offered a listing on a residential 
property, I would be certain that the lister realized that the prices which were 
readily secured for comparable properties during the past few years could no long- 
er be gotten and that to list the property at a figure based on some past sale in the 
neighborhood would probably result in no seriously interested prospects, I would 
certainly use the long cycle chart on the lister, showing the height reached in the 
recent boom as a reason for the very high prices which had been secured by neigh- 
bors who sold at the right time. I would also show that the downward movement in 
real estate activity has been pronounced and that this movement is still continuing 
without very much chance that it will be reversed in the foreseeable future. To sell 
now, particularly older buildings, offers a chance to save a part of the inflated 
value of the last few years, To postpone selling may result in a further shrinkage 
which might reach considerable proportions. I would point out the average expe- 
rience of past booms as shown by the series of activity charts in REAL ESTATE 
IN 1949, and also shown on the last big cycle chart published by this company. 
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If the future should duplicate the average experience of the past, boom conditions 
in real estate will be over some time in 1950 and considerable real estate dis- 
tress may be experienced, reaching a rather drastic point in the middle fifties. 


I would point out that during the period of the acute housing shortage, people 
were buying shelter in a scarcity market and that they were not giving sufficient 
weight to depreciation and obsolescence, In many cases, older houses sold for con- 
siderably more than the cost of reproducing them new, This condition can never 
continue for a very long period, As the scarcity disappears, everything else being 
equal, the buyer will always pay less for an older and less modern building than he 
will for a building which has just been completed. As depreciation and obsoles- 
cence are always deducted from the replacement cost rather than from the original 
cost, if construction costs continue to fall during the next few years as now seems 
possible, older existing buildings will not only drop due to additional depreciation 
and obsolescence, but also due to the fact that the depreciation and obsolescence 
will be subtracted from a lower replacement cost. This has always been true in 
the past, Our studies of fluctuations in prices, extending over a period of almost 
100 years, would indicate that whenever replacement costs are falling, the values 
of all existing buildings are also falling. 


I would not be too greatly surprised if some older, less desirable buildings 
dropped to half of their boom prices. This, of course, would still be above pre- 
war, as some of these buildings increased by three times from the prewar to the 
peak sales price. When they do drop in this fashion, it is my opinion that they will 
not stay down at the lowest level for a very long period but, on the other hand, 
neither do I believe that the older buildings will ever come back in price to the 
levels which still exist, as any bettering of the market would be more than offset 
by the added depreciation and obsolescence, 


I would be particularly concerned if I owned so-called slum properties, or prop- 
erties which are badly blighted, During the housing shortage these properties have 
been occupied continuously and have been profitable. Capitalizing the net return 
would indicate a fairly high value on many of these buildings. When the housing 
shortage is over, however, it will be very difficult to secure tenants and I am cer- 
tain that legislation now existing but not strictly observed on safety and sanitation 
will be enforced, with the probability that more stringent provisions will be adopted. 
Much of this property will then be unprofitable, with the probability that the loss 
will be less if the improvements are razed, The only value will be in the ground, 
and this value will not be high, as relatively little redevelopment will take place 
during a depression period in real estate activity. 


There are a number of things which can be pointed out to the prospective buyer 
of a property on today’s market. Although there is a strong probability of values 
declining considerably further during the next five or six years, financing possi- 
bilities will also decline. The very conditions which would bring about a sharp 
drop in real estate would also bring about a reluctance on the part of most mortgage 
institutions to lend money on favorable terms. I seriously doubt whether financing 
possibilities on real estate will be as favorable again during the next five or ten 
years as they are at the present time. 


The prospective purchaser for a newer building who at present owns an older 
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building, in my opinion, will save money by disposing of the older building on this 
market and buying the newer building, as I am certain that on the average the older 
buildings will decline in value more rapidly than buildings with less depreciation and 
obsolescence, This will not necessarily apply, however, to some inadequate housing 
built in the recent past which, although it is relatively new, has never been good 
housing from the standpoint of living space, storage space and general design, 


Many persons past middle age wanting to purchase a home could undoubtedly 
buy at a cheaper rate at some time in the future with probably the maximum sav- 
ing to be made by deferring purchase for a five- or six-year period, A person 
past middle age, however, “cannot afford to wait,” as his period of enjoyment of a 
new home is shortened by a sizable percentage if he postpones purchase until he 
can buy at the lowest price. If we are right that somewhere around 1955 will see the 
lowest prices for real estate, a man now 39 and who purchased a home today would 
on the average be able to enjoy that home for a period one-fourth longer than if he 
waited until 1955. If the man is 47 today, immediate purchase would give him one- 
third longer occupancy, and if he is 55, immediate purchase would increase his av- 
erage occupancy by one-half. For a man 64, immediate purchase on the average 
will double the length of time that he has to enjoy the home, and for a man 78, the 
average life expectancy would not carry him to 1955. 


As a rule, individuals past 40 have some accumulation of savings and are better 
able to purchase property than persons in the younger age groups, Many of these 
people, however, are not giving sufficient thought to-the rapidly shortening period 
of enjoyment. A friend of mine who has recently started living on a more elaborate 
scale told me, “I have decided that I can afford anything that my heirs can afford,” 











